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Southeast Asia League plans mid-February meeting.

The Southeost asia League, which vms Pormed in Eanﬁkck lagt September
by "representatives™ of Siam, Viebtnew, Laos, Cambodia, Indonesia, Valays
and Burma, is reported as still plamning to held a mid-February meeting in
Bangkok, > Ieague, an woffioclal assosistlon, apparently alms toward the
establishment of an offisisl Southeest Asian Federatlon whioh would represent
the governments of the erea. Its originmal motivatiom seems to have ocoms
from the Free Theis and "“free™ Indechinese groups, but now vthat the Free
Thai~dominated gowernment of Siam has been ousbted, the Sismese mambers of the
Lengue have dropped out and the Indechinese groups have acsumed leadership,
If the present Siamese Govermment proves hostile it is likely that the
Isegue will Tnove ko Rengoon where it has als ready’ been inviied.
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Inflation in Jaggg. The progressively increasing issue of currency in
Japan 1s Jleading to fears of uncontrolled inflaticn. By 21 Deceémber 1947,

note issue had reached the staggering figure of 219,1L2,000,000 yen. This was
just about double the note issue at the beginning of the fiscal year on 31 March
1947, and compares with approximetely 12-billion yen in eirculation in March 1946.
It is reported that & note issue of 300.billion yen is expected by April 19L8.

' With industrial production at only about L0 percent of the 1930-3L level
and showing little signs of substantial improvement, the increasing currency
circulation is causing deep concern. This is particularly aggravated because

of a large part of the increase in circulation is passing into the hands of
the urban merchants, who are more likely to continue the notes in circulation,
instead of the farmers who would be more likely to hoard the notes thus keeping
them out of circulation. /

Contribtuting to the inflation is the deficit financing of the governmént.

The general account of the budget is approximately in balance but this is a
mislerding ricture. Special accounts and prefectural balance are far in arrears.
Demands by the ileconstruction Finance Pank whose major purpose is the financing
for rehabilitation is also causing a substantial increase in currencye

Japan is undergoing a controlled inflation. Until the present tAime, this
inflation has been serious but not as yet catastrophie.' Although there has been
some weakening of faith in the currency, flight of currency tc available poods

- _has not as yet become extraordinary. However, with prospects of increasing ncte
issue, the danger of currency collapse increases. Unfortunately, thdre appears
. to be no immediate outlook for substantial output of goods which can "soak up" _
the currency. Unless the Government reriders more effective 1ts inflation control,

Japan faces an economic crisis. :
\

Fifty-one new commoners. One of the historic events of postwar Japan tock
place recently when 51 members of 1l Jeyan:se Imperial families hecame commoners,
thereby undoing another of the steps teken by Japan's empire builders. At the
time of the leiji Hestorstion (1863) the crown rested on the 1€ year old Felji,
son of the Emperor and a commoner. Despite the common Imperial practice of
adoption and the keeping of concubines, there were no other members of the dynasty
‘who could ascend to the throne in the case of eiji's death. Japan's empire ‘
builders needed & strong dynasty, 8o in addition to promptly marrying off the
boy enperor, eleven families were raised to Inperial status. liine of these families’
were descerded from Mr. Fushimi Kuniiye whose vague claim to Imperial gtatus was
based on desceni from the 102nd Emperor, twenty-iwo generatlons earlier.

Japan's expansionists used these families to further their plars for
aggression. The daughter of the last Tokugawa Shogun was married to a prince,
thus binding the Shogun and his followers to the throne. After the Government
had suppressed the civil war launched in 1877 by the Satsuma Clan in Xyushu and
its gohort, the King of the Fyukyus, daughters of the head of the Clan and tha
King were married to Princes. Nagako, granddaughter of the King of the RByukyus,
beceame !iirchitn's Empress. After the annexation of Korea, the heir to the throne
‘-i was brought to Japan and married to an Imperial Frincess az a means of helping
absordb Korea into the Empire.
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The Imperial "second string", who have led secluded lives ag virtual
prisoners of the erpire builders, are now thrust ont to earn a living, shorn -
of their titles and most of their wealtn. Those with military exrerience are .
subject to the same purge directives as other comioners. ~embers of the group
have appavently had ambitions to replace’ the klder Statesmen and the Frivy
Council., nhowever, it is not anticipated
that the new commoners will become powers venind the thronc.

KO A

Significance of new Hirhtist "National Council™e Gecantn reporis indicate

" that ¥im Xoo has abandored his intrigue for a cos 13 tion with North Korearn leaders

for the establishment of a unified Kovean Covernment and nas Joined forces with
+hee Synpran in the 1gttcr's claror for the earl: election of & serara'e South
Xorean Coverrment. Xin's ntyd al=talloon® effort at a North-Sounth "eocald tion®

~indicated that solid Hirbtist sugrort for this move would not te fortheomring.

Hence, Kix wus aile to perceive fhzt he would not have sufficicnt strergtn to

" oust the Horthern Communists from the Tuture Toonlition® cov rr-ente Fim then

a; parently decided io merge nis "Raticnal Longreus" with ‘hea's "epresuriclive
Assenuly"” in the formation of the ncw "National Conncil"e The rproiable aim of

this new Zigntist coalition is to cooperate with the MM Cov~ission in an attem:t.
to induce the Cowrission t¢ hold immediate elections in Sonth Korez alore in. the
probatile event of Soviet refusal to cocreraie. Fehind this support, however, is
the thinly-veiled threat to the US, that if Sovietovstinacy results in rrotracted.
delay of a setilement on the part of the UY, the "Natdenzl Council® will constitute
1tsell the legal government of South %ores =arnd scitate for/}mquiate recogut tion,.

1t is evident that the internal ;yclitical cituatior in South ¥orea 45 such

that the US will Le forced to ~otd an oleetion in the mear Miture with or withe
b}

out Ul cuservetion. Any election held in ~outh Korea «%thir the calculatvle future

e

 will constitute nothing more than a confirmation of tne "National Council's" claim

to goverrmental authority.

The US will thus be in a position of authorizing the esiabli shrent of an
jrderendent vouth Korean Covernmert for whose actions it cannct be res onsible,
and whose qualifications for safeguarding US intercsis in the arez are certainly
debsituble. Indications are that chee would rowinally head the government as
tPpesident® while Kiz would wield effoctive control. Both have unbounced
arbition 2nd the latter is reportedly intriguing for Chinese supyort in his
aspirations for eventusl . ~nnexation of Forth %orsee This intrirue is apparently

‘taking the form of offering imediate wilitar- aid to Chiang Faieshek in “anchuria

in retur: for future Chinese ascistance in the crnguest of Yorth foreao
: -

Regérdlass of tne rracticality of these rerorted aimr, it is certzin that
the future rhee~¥inm coalition will have a decided rercrart for relitical

adventures. - ence any overt Ub corncction witn, or cor~itments to, such a rerime

will be fraught with corsiderable hazarde

4 /
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ialtary ‘
a fullescule Corminist effort at lukden is not epected to de-
velop before l.te ihrch or eurly April vhen the food ghortuce in the city
A1l be ot its worst. The Coumnists, still disposed in a broud urc south
and sonthwest of 1.l-den, cre nou continuing their efforts to keep the city
‘1soluted and disrupt its <zenomy. The Conrunists wre further aided by the
evident dissension and stoff confusion in Chen Cheng's tanchurian heade
quarters, The feud betueen Generaul Chen end the “hampoz Clique lroke into
the open wxin vhen un entive division, presuncbly Chents, 8 wiped out
a8 two shunpos-commended divisions vere slow to reinforce, llutionulist

y >

sources admit losses bou{llinc 25,000 for the past three weeks,

At o conference in Mliden-~notevorthy for the presence of the
two ex~lonchuricn lecders, lislung Shihehui and Tu li-ming--the Gemeralissimo
w28 scid to hive scolded Chen Cheng for his jnetticient lewdership. He
also insisted thut Changchun and virin Le defsnded =nd thut the reining
(Feiping~lukden) railroud be opened,

In llopeh, the government cliimed several viciories in the Taoting
area, vhils the Commnists crosved the Luchang Canul south of Tientsin und
_ threatened the Tungku area, Fighting continues in both sectors, Shunsi
governor, Yen Hsieshan, ws reported on the move for the first time in
months as his unius advunced torerd Linfen, vhich is surrounded by the
Communists. At the week's end lletionzlist units were still trylng to open
the Finghon ruilroad betueon Chenrhsien and lankow, Counist units south
of the Lunghoi reilroud remeined coupi-ratively quiet,’ B

Internol lolitical . ‘

3 Some recults of the election of Hationul iscembly venbers huve
been snnounced b the Motional Covernment, with returns thus far iandicating
that the expected lunuslide for the Kuomintang hes weteriulized. However,
the'clein by the Mationul Government thet 150 million votes werc cust may
be discounted. The actuul number cust is difficult to estiunute, but pro-.
‘bably totals less thar one~third of the government's fisurcs. thile the
election might huve had scme effect in stimilusting the political aimreness
amon;, some Chinese groups, it is apparent thot the urbitrary rethod of
sclection of cundidutes, vilde=spread carruption and election irregularities,
and the use of intimidction end family end loeal cluims to personal allegls
ance, zil testify to the election of Kucmintenp=dominuted Nationzl Assenmbly -
which is fur from representutive of public opinion in Chima, '

Chinese neuspapers in long ong published lively comments on the
formution of the “democratic revoluticnary group®. FPapers controlled by
the Kuomintun: clur ed that the proup wus Comnist inspired and directed,
while the opjposition professed to see in the £roup o rovolt of ldboruls :
ageinst the Lywunny of riphteving clenments. The long Kong press also gave
considerable sjuce Lo news about the opening of the Lerocratic Leugue's

. third plen.ay session, vub this development wus ignored on e peinlind,

escept for ctrertion iven it by a Sovieteoumed Shanghizi daily. The officiud
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Suordntui., “hung Yung Jih Juo finelly comvented vn the Christius stutcuent
of 120 Tse=tung, w..- af tlw Chinese Cormunist lurty, vhich hua been up to
thut tire ignored in news .l editorizls. The uccount, houevor, Vi.u volled
aown to Wwo puragraphs und enly two propos:1s (the sugsestdon of a "Comin-
tern" for the Pur L:st una the proposed correction of "erroneous” Chincse
Comzmnist thinking) were glven mention, ufter considerable distortion.

This inudequute sumuary wiud lavelled the new Ptrsitor line,"

gxternul Folitiecul '
= I o new mass repatri-
ation of Soviet citizens will tuke place in the spring of 1948 and will be
followed by simtlur official offers of repstriation to loles, Ceechs,

Yugoslavs, itumnions snu citdzens of other Soviet satellite stutes, How-

ever, Tass is to reruin at full strength, uccording to this report, and
the activities of Torwpredstvo will be increused by t he unofficisl purtici-
pation of reprusentatives of the satellite stutes. It hazs been lexrned
from I thut @ Torpgpredstvo office recently has been set
up in Canton, rariting a major penetrution of ' South Chinu by the Soviet
trede onganization. fecording to I Tor:iredstvots represen—
tutives zre no longer pe..itted to operute in long Kong. ‘

The eviction by the llony.Yong authorities of u number of Chinese
squatters from the arca formerly known as the "Kowloon ".:lled Clty"
(justified by the British on health and sufety grounds) which resulied in -
[rotésts to the British Lmbussy from the lanking Foreign Office eurly in
Lecomber and Junuary, has become the excuse for rioting in Canton on 16
Junuary, and demonstrutions in Shunghai on the 18th. The rioters in Caznton,
composed of students, labor unioneérs and hoodlums, invuded and burned the
British Consulate and a number of British commercizl houses. Fowr non-
official 3ritons -:cre slightly injured,

Covernor T. V. Soong of Xwangtung informed Linister-Counsellor
Clurk that he und the Governor of Hong Xong hud agreed to "let slesping
dogs 1ie" with relirence to the Kowloon evictions. He blued the Cosrunists
for the outruze but exprossed abject apologies to the British Consul
General, assumed responsibility for the protection of British lives ‘und
property, offcred to pay campensution for dumiye, und promised severe
punishment of the offenders, :

) The British Arbzssudor protested the outrsye, eliciting a state=

 ment of regret frou the Chinese Government und an order to locul authori-

tiecs to protect the british,:

In Shanghai mobs of ‘students and otherm demonstruted before the '
Arierican « hd British Consulates shouting churges of "imperiulism", but were

prevented from entering the premises by strong police gusrds.

These incidents at Cunton und Shinghai have ull the hallmirks of
inspired outbreuks, Legulisticully speuking, the Chinese Governuent may
be correct in cluiming Jurisdiction in the former "Kawvloon ~alled City" in
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confortity vith a provision in the Sino=British Convention of 1868, lows
ever, the llong Xong authorities subsequenily denied this "right® Lecause of
the resistunce of Chineve urmed forces to the ritish occupation (in 18997?)

 of the New Territor ies lewsed under thut Convention; und us the Chinese

Goverrnuent appears Lo huve tacitly aciulesced in that denial during the
intervening period, the British n=y bu putting forverd o cluinm of pre-
scriptive right in that area. Generally speuking, the Chincse are isi-~
cally:enophobic and therefore receptive to churges of "foreign imperialismt,
This is true, especially, of student groups and other nationalist orpuni-

‘gations, S0 it would seem thut this outbreux has been promotec by the
. skilful transforrition of their indignution aguinst the delincuencies of

the Nationalist Government into resenttient of "British Irperiulism". Doubt-
lcss anti-americonism could be cngendered by the sume Lluy on jrejudice and
with the scme facility. Therefore, the reul motives for the agitetion

" auninst the british action in Kowloon and its unplezsint denovements rmst

be sought in (a) the desire to distruct the populer discontent from the
foibles und rulodministration of the Nutionalist Government and to avoid

a denostration spainst thut governvent; (b) the desire of political foes
(ineluding the corrunists) te ecburrass Chiung Xui Shek und his imuediute
entouru;e, especially T. V. Soong, the Governor of vangtung; (c¢) the
dissutisfaction and jeulousy of outside elements over the smuogling traffic
from tlong Kong with its large profits. '

. The disturbances ut Shanghud, including the demonstrition belore
the Americun Consulute, serve to support the ‘belief thit couminists have
seized on the occusion to disconcert the Nationilist Government, Hovwever,
.mepican officials at Canton diszgree with the yssertion that commundsts
had instigsted the disturtences therg for the folloving reisonss (1) stu=
dents had piven wurning trut "will of the people s going to be expressed
in 4 deternined numer' and advising thut 3pitish officials should be evu-
custed to ilong fong; (2) absence of precuutions by Chinese uuthorities,
und delay in arrival of substantial police and troop reinforcements;

(3) Americun property und flog curefully respected, with exception of

pesidence of smericun Assistant lilitary Attachs, which caught fire from

adjacent British buildings; (4) ritish in Hong Kong have been playing
along with communists; gsg British Consulate prime objective, unlike Come
mudst type of action; (6) agitutors were from govermnent organizations
and Canton municipality deemed to be sufficlently Kuomingtang dominnted
to thuwurt uny lurge communist demonstration.

seonoric -
Currencys The loverrment raised the officicl US dollar exchange
rate from CN $90,000, vwhich was astablished on 30 Decenber 1947, to

CH {115,000 on 12 Januwary 1948. The Shanghal US 4 bluckmarket rate opened
this week at ClN »152,000, then fiuctuated widely reaching a new high of

N £210,000 before leveling off at CN $180,000 on 17 January 1948 foliouing
reported arreste of 2W vlackmuriket dealers,

- The government now recuires all tunks and insurapce companies
to submit detualled daily reports on all trade louns,
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. Frices. Cormodity prices continue to rise in spite of police
controls <nd the government's tight money policy, After rice hit an ull-
time high of €I ,1,580,000rer picul, layor 'u of Shunghsi placed u celling
of CI! 1,500,000 per picul on this essential item, Rice dropped on-1é
Junuary 1948 to CI $1,400,000 following the wcrrivul of lurge shipments
at Shunghai, Higher prices are expected before the Chinzse le:r Yeur
{10 Februury) setilevent period is over. :

_B_g‘;g% The lictionul Government apiroved an interim budget
covering operibions for the first six months of 1948. Expenditures are
fixsd ot G 496 trillion with revenue at CH 58 trillion, No disclasure.
wus rode o8 o how: the government. proposes to meet the deficit of CN 38

~ trilldon; it is apperent, hovever, thut strong relisnce is placed on US
aid. The unnounced 40, of expenditures for rdlitwry purposes is considered
unreslistic in the light of theé approxiuczte 757 spent in 1947. The new
budget provides & poy rise for government vorkers, but cuts departrentul
staff forces by 2573, a rcduction long ordered but never carried cut. j'

Industry. The Nationul Government in taking over the cotton
industry has ered the registration of =1l rew cotton in Shanghai. It 1s
reported thut 809 of the stock is being hidden and that the furmers ars
holding back rore, all of which reflects the Chinese businesawn's lack
of confidence in the government. ’

: Repurations. The Chinese Governuent reports that the first
shipment of Japanese repurations, including 17 munitions plants, and 8,200
machines, has left Yokosuka, Japan, for Shunghel.

%ﬂ. frovisions of the Hong Kery China antie-srmgglin
agroement hive been crinounced as follovs: (1) Hong Kong is to restrict
loading of vessels going to Chin: to certain designated centers so ¢hinose
Custows i1l huve the liberty to check und inspect curgoes; {2) Chinese
ruritime Customs ure to establish Ilany, Kong centers to raintain & customs
stuff to collect or assess Chinese cuslous duties in advance; (3) Hong
‘Kong herbor nuster is to refuse clesrince to any Chinese port save those
agzreed upon; (4) Chinese customs ure to be permitted to enter certuin areus
in llong Kong w. ters for patrol examinations; znd (5) llong Xong is to re-
striet the export of goods to China across the narthern land ifrontier at
desiynated joints, : . '

5

- Transportation - Slﬂ.Lyp}_n__g « ‘The linistry of Commmnicutions has
approved an inerezse of 70 fare and transportefion ratoes effective
15 Januery 1948, ’
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The strength of Burmese Commmist groups is one of the major provlems
facing the newly~independent fGovermrent of Burma sinee, in some parte of
~ oentral Burma, these groups have become strong enourh to challenge govern-
mental authority and administration. Some light has been shed on the depths
of understending of Communism and the willlngwess to support it on the part
of the Burmese, eighty per cant of whom are agrarian. Feocently a Burmese.
Communist when questioned on the principles of Karl Harx answered thet they
were: (1) no rent; (2) no texes, and (3) a big price for rice.

PILIFPITES

Constabulary bepins new drive, Nineteen companies of the Philippine
Congtabulary, direoted by Brig. Goun. Tastancda, launched & now offensive
on 12 January aimed at the ocapture of Luis Taruwe, leader of the dissident
agrarian Fukbalshap, This pew drive, labeled "Operation Fystery," calls
for fifteen to thirty days of feld cperations, Launching of the new
offeénsive followed closely Taruc?s recint refusal to surrendsr thus apparente
1y onding ourrent attempts of administration leaders to golve the law and
order problem by nepotiation. .

.

Surplus ammunition purchaced from TS, Fresident XZoxas hes acoepted IS
torms in commeoction with & purohase of approximately 92,000 long tons of
surplus US ground and aviation ammunition through the Office of the Foreign
Liquidation Cormissioner, Terms of the contract, whioch tvas sigred in ‘
Washington on 19 January, aire mot yet availabls but earlier US sotion ADProve
4ng the transfer specified that the Philippine Government agree (1) %o
domilitarize the ammunition; {(2) thet none of the armunition will ever be
delivered to any other povermment in 2 non-demilitarized state. The Phil-
ippine Govermnment, subjeot to the terms in a formal contrao%, intended %o
gsalvage the powder for industrial uces in the Philippines and plarmed to
sell the metal sorap to private US firms.

Application’'of 788 million Export-Import Bauk loan anthorized. Presi-
dent Noxas hes suthorized impassador siisalde to apply for & 30 year loan
of $88 million for a power developrent program which was proposed in a
survey made recently by Viestinghouse Blectric Company. This loan 1s the
first in a series to be scught for a long range Philippine iadustralizatiom
progren, . E '

NBW ZEALAND

The Soviets have recently purchased between 20,000 and 26,000 bales of
wool from New Zeeland. Before Vorld uar II ths USSR did not appear in trade
statisties, ' : ‘
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